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National Association of Cost Accountants 


EDITORIAL DEPARTMENT NOTE 


The present publication is one of the group relating to special 
industries. As a perusal of the article will show, it oan not attempt 
to cover even in a general way the subject of accounting for ice cream 
and candy manufacture. It is limited, as its title indicates, to the 
compilation and summarization of cost records and uses the ice cream 
and candy industry as a convenient means of practical application and 
illustration. It is, however, suggestive of many of the problems en- 
countered in the industry and has added value because of it. 

The author, Mr. E. J. Atkins, is auditor of the L. J. i 
Company of Los Angeles, California, manufacturers of ice creams and 
candies. He has had a rather varied business career along cost and 
industrial engineering lines. Prior to the war he served as Agent 
and Traveling Auditor with the D. I. N. R. Railroad Co., a U. S. 
Steel Co tion road in the iron country of Minnesota. He went 
with the Kissel Motor Car Company in 1916 as a cost clerk and later 
served in the payroll, time study and stores departments, where he was 
called upon to make system installations. While with this company he 
had charge of cost records in connection with the U. S. Government 
cost-plus contracts for the manufacture of motor trucks. Going to 
stallation and shortly afterwards became auditor of the company. 

He presented the material of this Seer as a paper before the 
Los Angeles Chapter of the N. A. A. of which he is a member. 


COST SUMMARIES AND PROCEDURES IN ICE CREAM 
AND CANDY MANUFACTURE 


Before laying out a plan in accordance with which cost figures 
are to be compiled, we should first decide upon the uses to which 
these figures are to be put. We should ascertain just what records 
the management is most interested in, how often they might wish 
summaries of these records made, i.e., whether daily, weekly, or 
monthly ; and also what relation these records and summaries might 
have to the total cost of the product. 

Cost records are of two kinds, namely: 1. Those which tie in 
in with the general books; 2. Those that are compiled at stated 
intervals for efficiency purposes only. 

’. As cost accountants, we are prone to stress manufacturing 
costs only, but we must not forget that before a profit can be 
realized from the sale of our product, we must manufacture, ad- 
_ sell, and deliver the product and then collect the money 

i 

The percentage that these different items of expense bear to 
the total cost of manufacturing, selling, and delivering the product 
vary according to the kind of article produced; and the ratio of 
these different amounts to the above total determines what records 
are most valuable to the management. 
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It may be that the article is one in which the item of bad debts 
is a very important one and while strictly speaking this is not a 

of either the manufacturing, selling or delivery costs, never- 

eless it may be an item of expense that should have frequent 
summaries carefully compiled and presented to the management. 

Therefore the modern cost accountant must so compile his 
cost summaries that he may have at all times a complete picture of 
the entire process from the time the raw material is received into 
the factory to the final delivery of the finished product to the cus- 
tomer and the collection of the account. It may oftentimes happen 
that the management will not see fit always to follow the sugges- 
tions of the cost accountant as to the policies to be pursued in each 
case. It is probably true that there are few successful business 
men today who at some time or other have not had to forget all rules 
of proceedure and travel on untrodden paths. This, however, does 
not detract one iota from the value of the cost summaries, for they 
will always form a standard or basis from which the business can 
be guided for future operation along economical lines. 

The real value today of cost records is not the building u 
of costs expressed in dollars and cents over a period of a mon 
or more, but rather their value is found in a comparison of these 
amounts with similar amounts for other periods. 

A few years ago costs were used to set selling prices and while 
this is true to a certain extent today, selling prices are set by the 
law of supply and demand and we must study our costs in order to 
eliminate all unnecessary expenses. 

Before attempting to describe how I would compile and sum- 
marize cost records, it will be necessary to take some particular 
industry or product as illustrative of a procedure. As I am at 
present connected with an ice cream and confectionery company, 
we will take these products and attempt to picture the records 
eee properly to control the manufacture and sale of these 

es 


The ice cream manufacturing department is divided into two 
production centers, the mixing and the freezing departments. The 
material cost of the mix is figured daily, for by so doing we can 
immediately detect any increase in cost due to a change in butter- 
fat prices and use the combination of ingredients that will give us 
the cheapest mix and still have the necessary percentage of butter- 
fat and solids. 

From the production reports of the freezing room we have 
a daily record of the number of gallons of mix and the number of 
gallons of frozen cream produced. It is customary to take a physi- 
cal inventory of the mix and frozen cream on hand at the end of 
each month. By taking the mix on hand at the beginning of the 
month and adding to it the mix made and then by deducting from 
this total amount the mix on hand at the end of the month, we 
have the number of gallons used. Any difference between 
amount and the sum of the daily reports of the mixing department 
is adjusted on the total of the daily reports for the month. We 


558 


have 
gall 
| (2) 
§ of g 
shov 
flave 
total 
one 
out 
whic 
of fi 
lf requ 
in 
ticke 
7 orde 
of th 
“ is er 
signe 
part 
made 
og the o 
filed 
year 
enter 
and | 
invoi 
and | 
: trans 
g these 
men | 
a exper 
ful tk 
4 and t 
and a 
charg 
above 
credit 
charg 
depar 
Toom 
proce; 
T 

|| 


_ have then: (1) a daily report for the month of the number of 


gallons of mix made each day, with the formula used in each batch; 
(2) a report of the number of gallons of mix used with the number 
of gallons of frozen cream produced; and (3) a production report 
showing the total number of gallons of cream of the different 
flavors produced during the month. We are now ready to figure the 
total manufacturing cost of our product. . 

The general ledger carries accounts for raw materials and 
supplies, work in process, and finished stock. All materials with 
one exception are charged to the raw materials account and given 
out only on requisition. This one exception is milk and cream, 
which is charged to the ice cream department without the formality 
of first charging it to stores and immediately charging it out on 
requisition. In our store room, which covers the goods represented 
in our general ledger by the raw materials account, we have bin 
tickets covering quantities only. 

When goods are purchased the duplicate copy of the purchase 
order is sent to the warehouseman who holds it against the receipt 
of the goods. When the goods are received, the number of articles 
is entered on the bin tickets and the duplicate purchase order is 
signed by the warehouseman and returned to the purchasing de- 
partment where it is attached to the invoice. Requisitions are 
made in duplicate and after being filled the original is sent to 
the office and the duplicate, after being entered on the bin ticket, is 
filed as a warehouse record. Physical inventory is taken twice a 
year and any differences between the actual count and the quantity 
shown on the bin ticket are adjusted by a debit or credit requisition. 

Upon receipt of the filled requisitions by the office, they are 
entered upon the stock ledgers. These ledgers carry maximum 
and minimum quantity limits and unit prices obtained from the 
invoices. At the end of the month these requisitions are priced 
and a summary is made, from which the various accounts are 
charged and the raw materials account is credited. 

We also have departmental requisitions which cover goods 
transferred from one department to another. Requisitions for 
these transfers are seldom neglected, for the departmental fore- 
men know that all goods charged to their department increase the 
expenses of those departments and they are, therefore, very care- 
ful that anything taken from their departments is credited to them 
and the proper department charged therefor. 

ll requisitions are priced, both regular and departmental, 
and at the end of the month, they are summarized, giving the total 
charges and credits to the different departments. As mentioned 
above, it is from this summary that the raw materials account is 
credited and work in process account in the factory ledger is 
charged. From this summary also a charge is made to any other 
departments or accounts that have received goods from the store 
room or from any department where goods have already gone into 
process. 

The accounts for the ice cream department as carried in the 
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factory ledger cover labor and departmental burden in addition to 
the raw materials. The method of compiling the material cost 
of the ice cream mix made during the period has already been 
indicated. To this we add the labor and burden in that department 
and secure the total cost of the mix made. This amount divided 
by the number of gallons of the mix made gives the cost per gallon. 

The freezing department is charged with the number of gal- 
lons of mix used at this cost per gallon and, again, by adding to 
this amount the labor and burden in the freezing department we 
get the total cost of the frozen cream. Dividing this amount by 
the number of gallons of frozen cream produced, we have the cost 
per gallon of what we term the vanilla base. In order to find the 
cost per gallon of the different flavors we add to the base cost the 
additional materials necessary, together with any extra labor or 
expense. In the manufacture of ice cream, manufacturing cost 
is controlled almost entirely by the market price of the butter-fat 
used and weather conditions. 

While it is essential that we have accurate manufacturing 
costs, there is another item of expense where a much greater savi 
may often be accomplished by the compiling of continuous 
accurate cost figures, and that is in the delivery department. For 
the purpose of controlling these expenses, we divide our delivery 
expense into eleven classes, viz: 1, Wages of drivers and helpers; 
2. Maintenance of autos, which includes repairs, gasoline and o 
as well as garage burden; 3. Maintenance of tubs, cabinets 
cans; 4. Depreciation of autos; 5. Depreciation of tubs, cabinets 
and cans; 6. Ice; 7. Salt; 8. Miscellaneous delivery supplies; 
9. Insurance; 10. Prepaid freight and express; 11. Miscellaneous 
delivery expenses. By dividing each one of these items of expense 
by the number of gallons of cream delivered we obtain the cost 
per gallon for each item of delivery cost. 

All of the cost summaries so far have been a part of the 
monthly statement of revenues and expenses and have controlling 
accounts in the general ledger. To secure better control over our 
transportation costs, daily records are kept of the labor, repairs, 
gas and oil used on each truck, together with the number of miles 
traveled. This record compared month by month gives us the 
relative efficiency of each individual truck. For this record we do 
not include depreciation, taxes, insurance or any other fixed charge 
as these expenses have little if any bearing on the relative efficiency 
of the operation of a motor truck. In addition to this we keep a 
tire record showing the number of miles each tire has gone and 
whether used on the front or rear of the machine. 

Transportation costs are a distinct phase of cost accounting, 
and as such can be only slightly touched upon in this paper. Some 
accountants figure motor truck costs only on a mileage basis, but 
the items of repairs, gas, and oil are, in my estimation, the only 
expenses of operation that can rightfully be figured at so much per 
mile. The others, such as depreciation, taxes, insurance, etc., 
should be figured on a time basis only. Until recently motor truck 
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owners assumed that when a truck had reached the age of about 
two or three years it was cheaper to turn it in toward a new one, 
but they have lately concluded that a motor truck is the same as 
any other machine; the better care it is given and the longer it can 
be made to do the work intended for it to do, the greater return is 
realized from the original investment. Our records of motor truck 
costs seem to bear out this contention. I might add that I have 
never been able to get much really worthwhile information from 
the various charts of truck operating costs put out by truck 
sales agencies. 

Next in importance to the expenses of delivery are the selling 
and advertising expenses. These are classified as follows: (1) sales- 
men’s salaries; (2) salesmen’s commissions; (3) salesmen’s ex- 
penses; (4) salesmen’s auto expense; (5) royalties; (6) miscel- 
janeous selling expense; and (7) advertising. As all these data 
come directly from the payroll distribution or the analysis of the 
accounts payable, no further explanation is needed. 

Next should be considered the expense of operating our branch 
plants. These expenses are classified as follows: (1) wages of 
drivers and helpers; (2) maintenance of autos; (3) ice; (4) salt; 
(5) miscellaneous delivery expense; (6) fixed charges such as 
depreciation, taxes, etc.; (7) local branch selling expense; (8) 
share of main plant expenses; and (9) miscellaneous branch plant 
expenses. 

The branch managers are furnished a statement each month 
showing these expenses over which they exercise a control such 
as wages, auto maintenance, ice, salt, miscellaneous supplies, etc. 
Inasmuch as part of their salary depends on the amount of profit 
earned by their branch, they are very anxious to get these state- 
ments and to keep their expenses down as low as possible. 

The summarizing of candy manufacturing costs is much more 
complicated than in the case of ice cream manufacture, as all 
materials do not go through the same process but vary according 
to the kind of candy produced. 


One of the peculiarities of candy manufacturing costs is that 
the boxes in which. the candy is packed is an important part of the 
material cost. 

The candy manufacturing department is divided into six pro- 
duction centers, viz: hard candy, kitchen, starch, enrober, dippers, 
and packers. 

The hard candy department is complete in itself and carries 
only the overhead of its own department. This part of the product 
ls cooked, cooled and cut into the different shapes and then packed 
teady for delivery all in the one department. 

The order of progression in the other departments or pro- 
duction centers is as follows: the kitchen and starch room costs 
are process costs as neither one makes the completed product, the 
kitchen making the chocolate coating and the starch room the 
centers. The built-up costs of these two departments meet at 
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either the enrober department or the hand dippers. When the 
direct labor and departmental burden of these departments ig 
added, we get the cost of either a machine or hand dipped pound 
of candy. From there the candy goes to the packers, where the 
cost of the particular kind of box it is packed in, together with the 
labor and burden of the packing department, is added to the ac- 
cumulated cost of the candy. 

Fuller and better co-operation between the department heads 
and the management can always be secured by furnishing them 
with the amounts of the different expenses that they control. 
When you tell a foreman that the expenses of his department were 
more this month than last, he naturally thinks, even if he does 
not say so, “How am I going to cut these said expenses down if I 
do not know of what they are composed.” Of course there are 
various expenses of management that the manufacturing, selling 
or delivery departments would not be interested in and it is neither 
necessary nor advisable to furnish the department heads with this 
information. 

Before cost records, whether presented in the form of a chart 
or in dollars and cents can be of real value, we must compare 
them with some other amount or some standard. For instance, 
the simple statement that $50,000 worth of raw material went into 
work in process during a given period does not mean anything. 
It is only when we compare that $50,000 with the value of the 

roduction during that same period; and then with the correspond- 
a amount for the previous month and again with the same period 
of the previous year, that we begin to see what that $50,000 means. 
If there is any great variation, it is manifestly our business to 
find out why. It is very important that the correct cause be sought 
out as even the management is liable to put the wrong interpreta- 
tion on some statements. When this is done, the value of that 
statement is lost for the time being. 

In the compiling of cost records, we should always bear in 
mind that these summaries are not only valuable as a record of 
expenditures in dollars and cents, but by careful study and analysis 
oftentimes summaries can be built up which will foretell future 
conditions. These cannot fail to be of material benefit to the 
management. The value of a carefully controlled imagination 
should not be lost sight of in such work, for I believe that a great 
field of endeavor in the near future will be the foretelling of future 
conditions by means of predetermined cost summaries based on 
carefully compiled records covering a period of years and varying 
conditions of operation and general business conditions. 
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